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Financials ($000’s) 
Production revenue 
Cash flow from operations 


Cash flow from operations per sha 


Net earnings 
Earnings per share 


Capital expenditures 
Long-term debt 
Shareholders’ equity 

- Common shares outstanding 


Operations ; 
Oil and NGLs (Bbl/d) 
Natural gas (Mcf/d) 


Average daily production 
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fully reviewing, identifying, and 


portunities has been repeated 


Our message to you 


From my experience, real opportunity rarely knocks on your door or falls in your lap. 
Sure, chance always has a role to play, but it’s not prudent to rely on luck. When it comes to opportuni- 


ty, you must either find it or make it, either way once you identify it you have to act on it. 


In some cases, finding opportunity means discovering it where others have looked 
before. ZORIN Exploration’s (ZORIN) Granlea area is a case in point. Very prolific gas pools 
were found in and around the Granlea area in the 1970’s. Granlea has been overlooked since, 
but ZORIN re-discovered highly productive gas that significantly enhanced our production. 

This process of carefully reviewing, identifying, and taking advantage of opportunities has been 


repeated in both Saskatchewan and Ohio. 


In 2001 we continued to find, make and act on opportunities by focusing on our experi- 
ence and using the drill bit to add reserves and production. The exciting prospects of last year have 
now grown into reality, with Manitou Lake, Saskatchewan commencing oil production in August 2001, 


and Marion County, Ohio producing oil in the first quarter of 2002. 


Seven successful gas wells were drilled in 2001 at Granlea with two having been tied in. 
Five additional Granlea wells are budgeted to be tied in during 2002, including three wells that will pro- 


duce from a prolific second white specs zone, that we first discovered late in 2000. 


Granlea gas production has declined with our streaming cash flow and fundraising 
into Saskatchewan and Ohio. Prioritization of our opportunities has meant the reinvestment of 
our cash flow in other high growth opportunities. This has required ZORIN to leave over 60 percent 
of Granlea, as of yet, undeveloped. However, Granlea continues to be a revenue generating workhorse 
for ZORIN, and we will, in the future, take advantage of the unrealized opportunities in this 


re-discovered area. 
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Our efforts discovered a new Sparky oil pool in Saskatchewan, and put over 300 barrels 
of heavy oil on production during the fourth quarter of 2001, raising our annual average daily produc- 
tion 15 percent to 349 Boe/d. Oil in 2001 accounted for 29 percent of our production. Diversification 
into heavy oil in Saskatchewan was timed a little early with heavy oil prices bottoming in November of 
2001, but recovering to $20 per barrel netbacks in January 2002. ZORIN’s cash flow from operations 
was $1.7 million, down 15 percent, and down 19 percent on a per share basis at $0.11 due to the 


issuance on new equity. 


Our new Manitou Lake, Saskatchewan oil production has proved to be as successful 
as we expected last year. ZORIN currently has four 100 percent interest wells producing approximately 
270 Bopd, and two others waiting to be reworked for additional oil production. In addition, ZORIN is 
planning to shoot a 3-D seismic program over the Manitou Lake field in the first half of 2002 to identify 
additional optimum 40 acre drilling targets. On 40 acre drainage, ZORIN has 8 (net 4.4) potential 
Sparky locations on its Manitou Lake lands, 25 (net 15) with 20 acre drainage. All potential locations 


will be evaluated for drilling following the results of the 3-D seismic program. 


Our Ohio play has become our largest and most exciting growth opportunity. In 2001, 
we drilled and cased two wells, the third well was drilled in the first week of 2002 in Marion County, in 
northwest Ohio. The first well resulted in a very prolific Trenton gas well with some oil production. 
The second well has yet to be completed and tested. While the third well is currently producing oil 


from the Trenton formation. 


At present we are shooting a 2.5 square mile 3-D seismic program over part of our lands 
in Ohio, expecting to identify the best drilling targets in the area of our existing oil well for this summer. 
We are continually adding to our 100 percent owned mineral rights, currently at 20,580 acres. In addition 


we are adding new prospects and knowledge of the area with other 2-D seismic and land acquisitions. 
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Since ZORIN’s startup in 1997 with 82 Boe/d, we have grown, by the drill bit, to 514 Boe/d 
in the fourth quarter of 2001. With further well tie-ins and undeveloped land at Granlea, numerous 
drilling and production opportunities at Manitou Lake, and sizable oil and gas reserves possible in Ohio, 


ZORIN’s outlook is very busy. 


Over the past year, it has become evident that the opportunities ZORIN has found, 
have significantly outpaced our cash flow and our ability to fund them all at once. This has slowed our 
progress in some areas, but has not stopped us from carefully prioritizing the opportunities that we 
continue to act upon. In addition, we continue to seek new equity and to pursue other financial and 
partnership arrangements that will assist our capturing the most value from the many opportunities 


that we have actively generated. 


Wayne R. Toole 
President and Chief Executive Officer 
May 6, 2002 


Pse 


Operations review 


Early in 2001 we drilled 11 new wells at Granlea resulting in seven successful gas wells 
and four dry holes. Two of the new wells were put on production in 2001, a third was tied-in late in 
April 2002. The remaining four wells are waiting to be tied-in. These last four wells have production 
capability of approximately 500 MCF/D net to ZORIN, from two new productive horizons, namely the 
Second White Specs and the Base Fish Scales zones. Tie-in and production from three of these remain- 
ing wells (Second White Specs wells) has been delayed due to pipeline right-of-way discussions with 
local irrigation farmers, and capital allocation priorities for ZORIN’s funds. However, the line pipe has 
been acquired and stockpiled at the Granlea plant site for installation this fall. Reserves increased 
slightly at Granlea as a result of our 2001 drilling, however, high decline rates on two of our previously 
tied-in Sunburst gas wells, combined with our redirection of capital away from Granlea and pipeline 
tie-ins, has caused a decline in gas production at Granlea. Operating costs at Granlea also rose dramati- 
cally this year as a result of an unexpected overhaul on one of our two compressors and the addition of 
a third field operator. The additional field operator will allow better coverage of the growing number of 
wells and the distances between the wells connected to the Granlea facility. The additional operator will 


also address the safety issues inherent in having operators working alone in remote areas like Granlea. 


Our Sparky oil play at Manitou Lake has been very successful with five out of the six wells 
drilled by ZORIN in late 2001 becoming oil producers. September 2001 was the first month that all the 
wells were on steady production. The one non-productive well will be used for future water disposal. 
Production is currently averaging 270 Bopd. Startup costs at Manitou were high due primarily to signifi- 
cant sand production from the Sparky zone and downhole pump failures caused by the high sand volumes. 
Sand production has abated significantly and operating costs are averaging about $5.50 per barrel. 

Field heavy oil prices have also improved to $28.65 per barrel in March 2002. The combination of high 
heavy oil prices and high well production rates makes this property very profitable. However we also 
expect steep production decline rates, and are therefore planning to drill several additional wells at Manitou 
Lake this year. The number, timing and locations of the wells will depend on the timing and results of the 
3-D seismic program that we are undertaking at Manitou Lake. The reactivation of the 12-32 Sparky well 
(earned with our farmin on part of section 32) should also be completed in the first half of 2002. 
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Gross acres 
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ZORIN’s discovery of its Tymochtee Creek pool in northwest Ohio has confirmed the 
existence of significant hydrocarbon reserves and productivity at both ends of a six mile interval located 
in the middle of the fault trend. The trend appears very similar to nearby oil fields discovered in the late 
1860’s, including the Lima — Indiana oil field, approximately 22 miles northwest of the trend, which has 
produced over 500 million barrels of oil, and the Carey oil field, approximately 12 miles east of the 


trend, which has produced over 30 million barrels of oil. 


ZORIN’s wholly owned subsidiary, MAR Oil Company, drilled a 1,400 foot discovery 
well in January 2002, known as Roszman #1. The well encountered a significant section of dolomitized 
Ordovician reservoir (wells drilled in Ohio are by regulation named after the owner of the land on which 
the well is located). This is the third well drilled by ZORIN in Ohio, located 6 miles southeast of 
ZORIN’s first Ohio well, Hensel #1. The Roszman #1 well encountered oil and gas in a completely 
dolomitized upper Trenton zone that is 62 feet thick with porosities up to 22%. Ryder Scott Company, 
Petroleum Consultants, have evaluated the data from the Roszman #1 well and estimated recoverable 
oil reserves of 189 thousand barrels assuming a 40-acre drainage area. No reserves were determined for 
the associated solution gas or natural gas liquids. Oil production started at 70 Bpd of sweet 43 API oil 
but is currently being pumped only 12 hours per day for 30 Bpd. The solution gas is currently being 


flared but contains over 100 barrels of natural gas liquids per Mmcf of solution gas. 


ZORIN’s first Ohio well, known as Hensel #1, was drilled in February 2001, and has 
been assigned proved plus probable reserves of 732 million cubic feet of natural gas by McDaniel & 
Associates Consultants Ltd. No oil or natural gas liquid reserves have been assigned to Hensel #1 
at this time. The uppermost perforations in the Hensel #1 well flow tested at 1.4 million cubic 
feet of natural gas per day, and the next lower set at 2.0 million cubic feet of natural gas per day 


and 20 barrels per day of light oil. 
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ZORIN has recently shot three additional 2-D seismic lines in Ohio and a 2.5 square 
mile 3-D seismic survey in the immediate area of the Roszman #1 oil well. Interpretation of all seismic 
will be complete by mid May 2002. Based on the seismic results we expect to drill several additional 


wells before year end. 


ZORIN owns 100% of the three wells and over 20 thousand acres of freehold mineral 
rights in north west Ohio. In addition, we have seismically identified three additional fault plays in 


our focus area of Ohio. 


Proved + 50% probable Canada U.S.A. Total 
January1,2000 = ee 383 
2000 production (111) - (111) 
Reserve additions 210 = 210 
January 1, 2001 ee hs : - 482 was 482 
2001 production (128) = (128) 
Reserve additions 44} 283 724 
January iN 200222¢C~*«~‘C* 5 et See 283 1,078 
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Management’s discussion and analysis 


Overview 

Fiscal years ended December 31 2001 2000 
($000’s) Total Per Boe Total Per Boe 
Gas and oil sales 3,265 20.08 3,218 29.07 
Royalties 650 5.09 584 5.28 
Processing income 276 2.16 166 1.50 
Other income 288 2.26 206 1.86 
Operating expenses (10 6.03 398 3.59 
Operating netback 2,409 18.88 2,608 23.56 
G&A 349 2.13 151 We 
Depletion 1,072 8.40 849 7.67 
Interest 113 0.89 94 0.85 
Income taxes 370 2.90 665 6.01 
Net earnings 506 3.96 849 7.67 
Net earnings / share - basic 0.03 0.06 

Cash flow 1,689 13.23 1,980 17.87 
Cash flow / share -basic 0.11 0.13 

Working capital (deficit) (612) (475) 

Capital expenditures 5,068 2,337 

Average daily production (Boepd) 349 303 

Reserves (Mboe) 1,078 482 


ZORIN uses a 6:1 ratio for converting natural gas volumes to a barrel of oil equivalent 


Oil and natural gas revenue before royalties, for the year ended December 31, 2001 
was $3,264,800, compared to $3,218,194 for the year ended December 31, 2000. In an environment 


of weaker commodity prices, revenue levels were maintained as a result of increased oil production. 


Average prices 2001 2000 Change 
Gas-$/Mch 5.07 4.81 5% 
Oil - $/Bbl 1dA7 41.70 (68%) 
Boe - $/Boe 25.49 47.98 (47%) 
Volumes 2001 2000 Change 
Gas-Mcf = | 546,770 655,711 (17%) 
Oil - Bbls 36,500 1,497 2400% 
Boe 127,628 110,782 15% 
Boepd 349 303 


Royalties net of ARTC, increased 11% to $649,832 for the year ended December 31, 2001 
compared to the prior year at $584,498. ZORIN’s 2001 average royalty rate was 20% compared to 18% 
in 2000. 


ng income 
ZORIN recorded processing income of $275,797 for the year ended December 31, 2001 
versus $165,654 for the comparable period in 2000. Higher processing income in 2001 was the result of 


higher monthly non-owner throughput, and a greater number of third party wells tied-in to the 
Granlea facility and operated by ZORIN. 
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Operating expenses 


$ 2001 2000 
Operating expenses re a Me 
Processing income 275,/97 165,654 
Overhead recoveries 288,301 206,292 

Net operating expenses — 205,478 OB 

Per Boe . en ae oe Oe 


oo 


Change 
94% 
66% 
40% 
704% 
00% 


Operating expenses increased 94% to $769,576 in 2001 as compared to $397,517 in the 


prior year. These costs are higher due to additional Granlea plant maintenance, the addition of a third 


field operator at Granlea, and the start-up of the Manitou Lake, Saskatchewan and Ohio properties. 


ZORIN’s operating costs are offset by processing income and overhead recoveries resulting in net costs 


per Boe of $1.61 in 2001 compared to $0.23 in 2000. 


Field netback 


$ 2001 2000 
Oil and natural gas sales a eae 3,264,800 ay 3,218,194 
Royalties, net of ARTC 649,832 584,498 
Net operating expenses 205,478 25,571 
Field netback 9,409,490 2,608,125 
Per Boe : nel 188900 


235400 


Field netbacks for the year ended December 31, 2001 decreased by 8% to $2,409,490 


largely due to increased operating expenses which on a Boe basis are still low relative to industry averages. 


and administrative expenses 


General and administrative expenses increased to $348,797 ($2.73 per Boe) from 
$151,388 ($1.37 per Boe) in the prior year. The increase was largely due to additional consulting costs 
focused on land acquisition, administration and geological and geophysical work at Manitou Lake, 


Saskatchewan and Ohio. 


Interest expense increased 21% to $113,321, compared to $93,603 in the year 
ended December 31, 2000, due to the increase in long term debt used to partially fund the 


increased capital program. 


letion and depreciation 


The depletion, depreciation and site restoration provision for the year ended 
December 31, 2001 was $1,071,800 a 26% increase from 2000 due to both increased production 
volumes and a higher depletion rate for oil and gas assets (US reserves and assets were excluded from 
this calculation). For the year 2001, capital additions were $5.1 million (2000 - $2.3 million) with 
constant dollar, and proved reserves of 914 Mboe (2000 — 409 Mboe) on a 6:1 gas to Boe basis. 


Income taxes 
Income tax expense for the year ended December 31, 2001 was $370,000 (2000 - 


$665,000) with $240,000 (2000 - $383,000) being current income tax expense. The Canadian 


estimated available income tax pools for the Company at December 31, 2001 are as follows: 
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Canadian income tax pools as at December 31, 2001 $000 


COGPE 1, e822 
CDE 1,436 
CEE 2 
CCA pools 1,013 
Share issue costs = 


Total 3,781 


Capital expenditures 


Capital expenditures during 2001 were $5.1 million, up 122% from $2.3 million 
in 2000. During the year ZORIN drilled 11 wells at Granlea, Alberta, six wells in Saskatchewan and 
two wells in Ohio. 


Canadian expenditures ($000’s) 2001 2000 
Land er 208 28=Ss«*186 
Geological and geophysical 284 260 
Drilling, completion, equipping and tie-in 2,576 1,424 
Facilities 600 364 
Total ; 3,666 2,204 
U.S.A. expenditures ($000’s) 2001 2000 
Land a 313 ‘a 39 
Geological and geophysical 276 94 
Drilling, completion, equipping and tie-in 792 0 
Facilities 21 0 
Total 1402 133 
Total capital expenditures 5,068 2,337 


ZORIN issued 1,000,000 flow-through shares in 2001 at $1.00 per share, and 603,000 
common shares at $0.56 per share combined with 603,000 common share warrants exercisable at 
$0.70 per share until December 2003. The flow-through issue was used for drilling the Saskatchewan 
wells. During the year a total of 2,326,000 shares were issued for proceeds, net of tax effect and 
share issue costs, of $1,045,681. The Company’s outstanding common shares at December 31, 2001 


were 17,201,000. Fully diluted outstanding common shares were 19,411,000. 


ZORIN has reported its proved and probable reserves, as determined by McDaniel & 
Associates and Ryder Scott Petroleum Consultants Ltd., however the Company’s net asset value has not 
been reported since we do not have economic evaluations on a significant number of our assets, includ- 
ing all of our Ohio production and reserves, land values on 62% of our undeveloped land holdings in 
Granlea, 56% of our undeveloped land holdings in Saskatchewan, 99% of our undeveloped land hold- 
ings in Ontario, and 99% of our undeveloped land holdings in Ohio. ZORIN’s reserve evaluations for 
our western Canadian proved plus 50% probable reserves were $8.83 million for the year ending 2001, 
up only 6% compared to $8.33 million for 2000 due to increased operating costs and significantly lower 
price forecasts. While ZORIN's western Canadian proved plus 50% probable reserves were 795 Mboe 
ending 2001, up 65% when compared to 482 Mboe ending 2000. With the significance and rapidly 
progressing developments at both Manitou Lake and Ohio, it would not be meaningful for the Company 
to attempt to provide volume and value projections of undeveloped lands, reserves, production rates 
and the associated facility requirements, particularly for Ohio, that could then be used to determine 


capital costs and net asset value for the Company. 
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Liquidity and capital resources 


At December 31, 2001 the Company had a working capital deficiency of $611,529 (2000 - 
$475,101) and an available revolving production loan facility of $3,175,000 of which $2,622,978 was drawn. 


tisk management 


Crude oil and natural gas operations involve certain risks and uncertainties. These risks 
include, but are not limited to, product prices, exchange rates, interest rates, credit risk, geological risk, 
reservoir risk, political risk and product demand and transportation restrictions. The Company strives 
to mitigate these risks by utilizing a combination of the following: internal controls, sound operating 
practices, new technologies, control and review of ongoing costs, generating new projects in areas 
where the Company has a good understanding of the geological risks and potential, diversification of 


commodity mix and appropriate levels of insurance to safeguard the Company’s assets. 


Significant estimates included within the financial statements include the provisions for 
depletion, depreciation and site restoration, as well as the calculation of the ceiling tests. These 
amounts are based upon estimates of proved reserves, production rates, petroleum and natural gas 
prices and future development costs which, by their nature, are uncertain and the impact on the finan- 


cial statements of future periods could be material. 


Environmental and safety policy 


ZORIN is committed to the protection of the environment, its employees and the public. 
This commitment includes compliance with all applicable legislation and industry standards. The 
Company provides for the future restoration and reclamation of well and plant sites in its financial 
statements. At the end of 2001, $118,465 (2000 - $83,000) was recorded for this purpose. ZORIN is 


insured against risks of well control, pollution and business interruption. 


23 


J01 quarterly data (unaudited) 


$000’s (except per share amounts) 


Gross oil and gas revenue 


Cash flow from operations 


Q4 Q3 Q2 Q1 

662 564 742 1,297 

Net earnings (loss) - after tax (56) 98 96 368 
Net earnings per share - fully diluted .00 01 01 .02 
93 309 677 609 

Cash flow per share - fully diluted .01 .02 .04 .04 
Production volumes - Boed 514 345 253 289 
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Auditors’ report 


To the Shareholders of ZORIN Exploration Ltd., 


We have audited the consolidated balance sheets of ZORIN Exploration Ltd. as at 
December 31, 2001 and 2000 and the consolidated statements of income, retained earnings and cash 
flow for the years then ended. These consolidated financial statements are the responsibility of the 
Company's management. Our responsibility is to express an opinion on these consolidated financial 


statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by management, 


as well as evaluating the overall consolidated financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, 
the financial position of the Company as at December 31, 2001 and 2000 and the results of its 
operations and the changes in its cash flow for the years then ended in accordance with Canadian 


generally accepted accounting principles. 


Calgary, Alberta 
Chartered Accountants 
March 28, 2002 
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December 31 2001 


2000S 


eal! i 
7” 
Assets s 
Current assets = | 
Cash $ 24,838 $4058 oe 
Accounts receivable 376,363 1,043,060 | 
Prepaid expenses and deposits 124,234 93,223 [ 
Income tax recoverable é 105,453 - a 
ee ak, 630,888 1,140,341 
Property and equipment - notes 3 and 4 7,829,890 3,779,956 a 
$ 8,460,778 $ 4,920,297 a 
Liabilities and shareholders’ equity : 
Current liabilities a: 
Accounts payable $ 1,242,417 $ 1,246,015 
Income taxes payable - 369,427 - 
1,242,417 1,615,442 
Long-term debt - note 4 2,622,978 857,190 a 
Future income taxes 1,029,000 468,000 
Provision for site restoration costs 118,465 83,000 a 
7c 5,012,860 3,023,632 
Shareholders’ equity kl 
Share capital -note 5 1,869,915 824,234 
Retained earnings 1,578,003 1,072,431 
3,447,918 1,896,665 
$ 8,460,778 $ 4,920,297 - 


See accompanying notes 


On behalf of the board: 


Director 
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Consolidated statements of income and retained earnings 


Year ended December 31 2001 
Revenue 
Gas and oil sales $ 3,264,800 
Royalties, net of tax credit (649,832) 
2,614,968 
Gas processing and gathering income 275,797 
Admininstrative fees and other income 288,301 
3,179,066 
Expenses 
Operating 769,576 
General and administrative 348,797 
Depletion and depreciation 1,071,800 
Interest expense Wakebeor2) 


2,303,494 


Income before income taxes 875,572 
Income taxes - note 6 370,000 
Net income 505,572 
Retained earnings, beginning of year 1,072,431 
Adjustment for change in accounting policy for future income taxes - note 2(e) - 
Retained earning, end of year $ 1,578,003 
Net income per share 

Basic = $ 0.03 
Diluted a $ 0.03 


See accompanying notes 


$ 3,218,194 
(584,498) 


2,633,696 


165,654 
206,292 


~ 3,005,642 


397,517 
151,388 
849,262 


1,513,872 
665,000 
848,872 
257,559 


(4,000) 


$ 1,072,431 


Year ended December 31 2001 2000 , 
, toe 
Operating activities a ‘ 
Net income for the period $ 505,572 $ 848,872 fora 
Items not affecting cash: . i, ? 
Depreciation and depletion 1,071,800 849,262 — 
Future income taxes 130,000 282,000 ae 
Site restoration charged to reserve (18,535) 
cA s 1,688,837 1,980,134 aa 
Changes in non-cash working capital - note 9 157,208 218,124) ae 
on 1,846,045 2,198,858 2 
oa See ag 
Financing activities ‘ ; 
Long-term debt 1,765,788 307,190 ra 
Issuance of shares 1,476,680 1 0,000 re, 
Loan from shareholder - (200,000) | i : 
3,242,468 117,190 
~~ 
Investing activities 
Oil and gas expenditures (5,020,247) 
Office furniture (47,486) 


Increase (decrease) in cash 
Cash, beginning of year 
Cash, end of year 


(5,067,733) 


20,780 


$ 24,838 


Cash expenditures on interest 
Cash expenditures on income taxes 


Cash flow per share 
Basic 
Diluted 


See accompanying notes 
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$ 113,321 
$ 687,522 


Notes to the consolidated financial statements — December 31, 2001 and 2000 


ZORIN Exploration Ltd. was incorporated under the Business Corporations Act (Alberta) on May 30, 
1997. On September 1, 1998, ZORIN Exploration Ltd. (“ZORIN” or the “Company”) completed 

its major transaction by acquiring the shares of 752868 Alberta Ltd. (Note 3), a company incorporated 
under the Business Corporation Act (Alberta) on September 1, 1997. On September 17, 1998, 

ZORIN amalgamated with 752868 Alberta Ltd. and continued as ZORIN. 


The financial statements of ZORIN Exploration Ltd. have been prepared in accordance with accounting 
principles generally accepted in Canada. In the process of preparing these financial statements, 
management has made certain estimates and assumptions that affect the recorded amount of assets 
and liabilities at year-end and revenues and expenses for the year. These estimates and assumptions 

are based on management's best information and judgement and, in the near term, are not expected 


to materially change the recorded amount of assets, liabilities, revenues and expenses. 


a) Consolidation 
The consolidated financial statements include the accounts of Mar Oil Company, a wholly owned 
U.S. subsidiary. Mar Oil Company was incorporated on April 1, 2000 under the laws of Delaware 


and is developing oil and gas properties in Ohio. 


b) Capital assets 

i) Petroleum and natural gas properties - The Company follows the full cost method of accounting for 
petroleum and natural gas properties and equipment whereby all costs relating to the exploration for 
and development of oil and gas reserves, are capitalized. Such costs include lease acquisition costs, 
geological and geophysical expenditures, costs of drilling both productive and non-productive wells, 


related plant and production equipment costs and related overhead charges. 


Proceeds on disposal of properties are normally applied as a reduction of the capitalized costs 
without recognition of a gain or loss except where such a disposal would alter the depletion and 


depreciation rate by 20% or more. 


The Company carries its petroleum and natural gas properties at the lower of the capitalized cost and 


net recoverable amount. Capitalized cost is calculated as the net book value of the related assets less the 
accumulated provisions for deferred income taxes and site restoration costs. Net recoverable amount is 
limited to the sum of future net revenues from proven properties and the cost of unproved properties, 

net of provisions for impairment, less estimated future financing and administrative expenses and 


income taxes. Future net revenues are based on prices and costs prevailing at the year-end. 


Depletion and depreciation of capitalized costs are provided for by using the unit-of-production 
method based on the Company’s total estimated gross proven reserves as determined by independent 
engineers. Natural gas reserves and production are converted to equivalent barrels of oil based upon 
the relevant energy content. In determining the depletion base, the Company includes future costs to 
be incurred in developing proven reserves and excludes the cost of undeveloped land. The Company’s 


gas processing plant is being depreciated over 15 years by the straight-line method. 


ii) Other assets — Depreciation is provided on office furniture and equipment at an annual rate 


of 20% on a straight-line basis. 


c) Site restoration costs 

The estimated costs for future site restoration and abandonment are provided for on a unit-of-produc- 
tion basis. The estimates are based upon regulation and industry standards in effect at year-end. 

The annual charge is recorded as site restoration and the actual site restoration costs are charged 


to the site restoration provision as incurred. 


d) Joint venture operations 
Substantially all of the Company’s exploration and production activities are conducted jointly with 
other entities and accordingly these financial statements reflect only the Company’s proportionate 


interest in such activities. 


e) Future income taxes 

Effective January 1, 2000, ZORIN adopted the liability method of accounting for income taxes as recommend- 
ed by the Canadian Institute of Chartered Accountants (CICA). Under the liability method ZORIN records 
future income taxes for the effect of any difference between the accounting and income tax basis of an asset or 
liability. ZORIN has adopted the CICA recommendations retroactively by increasing future (deferred) tax lia- 
bilities by $34,000 and reducing retained earnings at January 1, 2000 by $34,000 without restating prior years. 


f) Per share information 

Earnings per share and cash flow per share are calculated based on the weighted average number of shares 
outstanding. ZORIN has retroactively adopted the new standard for the computation and disclosure of 
earnings per share as proposed by the CICA. Under the new standard, the treasury stock method is used to 
determine the dilutive effect of stock options and other dilutive instruments. Had ZORIN not adopted the 


new recommendation, the diluted earnings per share at December 31, 2001 would have been unchanged. 
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g) Flow-through shares 


The resource expenditure deductions for income tax purposes related to exploratory and development 


activities funded by flow-through share arrangements are renounced to investors in accordance with 
income tax legislation. Share capital is reduced by the value of the renounced tax deductions and a 
future tax liability recorded. 


Note 3 — Property and equipment 


Accumulated Net book 

December 31, 2001 Cost amortization value 
Petroleum and natural gas properties $ 9,913,233 $ 2,128,663 $ 7,784,570 
Office, furniture and equipment 59,172 13,852 45,320 
$ 9,972,405 $ 2,142,515 $ 7,829,890 

Accumulated Net book 

December 31, 2000 Cost amortization value 
Petroleum and natural gas properties $ 4,892,984 $ 1,122,163 $ 3,770,821 
Office, furniture and equipment 11,687 Zod 93135 
$ 4,904,671 $ 1,124,715 $ 3,779,956 


Unproved property costs of $1,832,194 at December 31, 2001 (2000 - $407,797) have been excluded 
from capitalized costs subject to depletion. 


The Company capitalized $384,971 of general and administrative costs at December 31, 2001 
(2000 - $228,581). 


Note 4 - Long term debt 


At December 31, 2001, the Company has a $3,800,000 revolving production loan facility, with 
$3,175,000 available immediately. The loan facility can be drawn in the form of loans, demand 
promissory notes or letters of credit. The demand loan bears interest at the bank’s prime lending rate 
plus 1% per annum paid monthly in arrears. The credit facility is reviewed annually by the bank and 


provided certain covenants are met, no principal repayments will be required in the next 12 months. 
Collateral pledged for the credit facility is comprised of the following: 
a) A $7,000,000 fixed charge demand debenture over certain of the Company’s 
oil and gas properties and a floating charge over all other assets; 
b) A general security agreement, 


c) A specific assignment of long-term gas contracts. 


Interest on long-term debt for 2001 was $113,321 (2000 - $93,603) 


Note 5 —- Share capital 


Number Amount 
Outstanding common shares at December 31, 1999 14,775,000 $ 814,234 
Shares issued on exercise of options 100,000 10,000 
Balance - December 31, 2000 14,875,000 824,234 
Shares issued on exercise of options 723,000 155,250 
Flow-through shares issued 1,000,000 1,000,000 
Less tax effect of flow-through shares = (431,000) 
Shares issued by private placement 603,000 337,680 
Less share issue costs = (16,249) 
Balance December 31, 2001 17,201,000 $1,869,915 


Escrowed shares — Under an escrow agreement dated October 21, 1997 the trustee is holding 1,000,000 


shares which are now eligible for release. 


Under a performance escrow agreement dated September 1, 1998 the trustee is holding 1,610,300 shares with 


one share eligible for release for every $0.20 of cash flow. These are now eligible for release on application. 


Warrants — The 603,000 shares issued by private placement have warrants attached allowing the holder 
to purchase one share at $0.70 until December 2003. 


Options — ZORIN has the following stock options outstanding to its directors, employees and consul- 
tants at December 31, 2001: 


Number of shares Exercise price Expiry date 
50,000 ‘ $0.10 November 19, 2002 
100,000 $ 0.20 August 31, 2003 
167,000 $ 0.25 October 2, 2004 
10,000 $ 0.30 March 9, 2005 
40,000 $ 0.44 December 19, 2006 
425,000 $ 0.52 May 2, 2006 
100,000 $ 0.56 November 5, 2006 
165,000 $ 0.60 September 5, 2006 
50,000 $ 0.64 July 23, 2006 
500,000 $ 0.68 May 28, 2006 
1,607,000 as 


Options for 723,000 shares were exercised during the year ended December 31, 2001 (2000 - 100,000). 


Per share amounts — Net income and cash flow per share are based on the weighted average number of 
shares outstanding as follows: 


2001 2000 
Outstanding shares 15,748,523 14,852,260 
Diluted shares 16,070,134 15,152,260 
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Note 6 — Income taxes 


Income taxes differ from the results which would be obtained by applying the combined Canadian 


federal and provincial income tax rates to earnings before income taxes. 


The difference results from the following: 


2001 2000 
Income before taxes $ 769,611 $ 1,513,872 
Corporate tax rate 43.1% 44.6% 
Computed income tax expenses $ 377,372 $ 675,187 
Increase (decrease) resulting from: 
Non-deductible Crown payments 165,611 256,908 
Resource allowance (154,247) (280,214) 
Other items (18,736) 13,119 
: Provision recorded $ 370,000 $ 665,000 
Current taxes $ 240,000 $ 383,000 
Future taxes $ 130,000 $ 282,000 
$ 370,000 $ 665,000 


ZORIN has the following tax pools relating to oil and gas property available for carry-forward: 


$1,331,749 — 10%, $1,012,660 — 25%, $1,435,643 — 30%. 


The components of ZORIN’s future tax liability are temporary differences composed of the following: 


2001 2000 

Property and equipment $ 2,505,000 $ 1,143,000 
Future development and site restoration (118,000) (83,000) 
Share issue costs = (10,000) 
$ 2,387,000 $ 1,050,000 

Future income tax liability at 43.1% (2000 - 44.6%) $ 1,029,000 $ 468,000 


Note 7 - Related party transactions 


In November 1999, the President of ZORIN advanced $200,000 to the company for working capital purposes. 
The loan was unsecured and paid interest at the bank prime rate plus 1.25%. It was repaid in February 2000. 
In May 2000, ZORIN purchased an interest in an oil property from the President of ZORIN for $13,200. 


In March 2000, ZORIN purchased an interest in several gas properties from a former Director of the 
company for $409,500 with an effective date of January 1, 2000. 


ZORIN has farmed out the purchase of production equipment for the development of its Saskatchewan 
properties to a company controlled by officers and directors of ZORIN. ZORIN leases these assets back 


on a monthly basis. 
33 


Note 8 —-— Financial instruments 


The Company’s financial instruments recognized on the balance sheet consist of cash, accounts receiv- 
able, accounts payable and long-term debt. About $155,000 of net liabilities are in US funds. The fair 
values of the Company’s financial instruments approximate their carrying value. The fair value of the 
long-term debt approximates its carrying amount as the cost of borrowing approximates the market 


rate for similar borrowings. ZORIN has not purchased any derivative financial instruments. 


Note 9 ~ Changes in non-cash working capital 


2001 2000 
Accounts receivable $ 666,697 $ (448,169) 
Prepaid expenses and deposits (31,011) (47,134) 
Accounts payable (3,598) 349,600 
Income taxes payable (474,880) 364,427 


$ 157,208 $ 218,724 
Note 10 - Commitments 


ZORIN has entered into a five-year lease for office premises until April 2006 at a base rent of $42,630 per year. 
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Bbl Barrel of oil 

Mbbl _—‘ Thousand barrels of oil 

' Bbi/d —_ Barrels of oil per day 

Boe Barrels of oi! equivalent (6 Mcf = 1 Bbl) 
Boe/d Barrels of oil equivalent per day 
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For further information: 
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Met Thousand cubic feet of natural gas 

Mcf/d Thousand cubic feet of natural gas per day 
Mmecf — Million cubic feet of natural gas 

Mmef/d Million cubic feet of natural gas per day 
Bef Billion cubic feet of natural gas 

Def Discounted cash flow 


Statements throughout this annual report that are not historical facts may be considered “forward looking statements.” These forward 
looking statements sometimes include words to the effect that management believes or expects a stated condition or result. All esti- 
mates and statements that describe the Company's objectives, goals or future plans are forward looking statements. Since forward look- 
ing statements address future events and conditions, by their very nature they involve herent risks and uncertainties and actual results 


could differ materially from those currently anticipated. 
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